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Richardson, Editor

EDITORIAL
The annual meeting of the American
Institute of Accountants will be held
September 15 and 16,1925, at the Wash
ington Hotel, Washington, D. C. The usual meetings of council,
boards of examiners, etc. will take place on the day preceding and
the day following the general meeting. All who are interested
in the practice of professional accountancy are cordially invited
by the committee on meetings to attend the sessions of September
15th and 16th. The subjects which will be under discussion are
largely related to practice before government departments. A
noteworthy paper by George O. May will discuss taxable income
and accounting bases for determining it. This paper will be
followed by discussion in which many prominent members of the
profession are expected to participate. Another important paper
will be delivered by J. Harry Covington, counsel for the Institute.
His subject will be the law of evidence. The committee on meet
ings suggests that all who intend to be present at the meeting
address their requests for hotel reservations direct to the manager
of the hotel.

Annual Meeting
of Institute

The Journal of Accountancy for
August, 1925, discussed editorially a
proposal that institutions giving courses
of instruction in accountancy should include in their curricula the
study of the law of evidence, particularly as it applies to practice
before the United States board of tax appeals. In favoring this
suggestion we did so with the certain belief that there would be a
great difference of opinion on the subject. Accountancy is
developing two schools of thought, which may be described as
eccentric and concentric. The eccentric school is more aggressive,
ready to spread out into fields new and untried, and, in short, to
do all things which may seem to be required by a client whether
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those things are of accountancy or otherwise. The concentric
school has taken as its motto, “Sutor ne supra crepidam judi
caret,” or, in more homely Saxon English, “Let the cobbler
stick to his last.” Some of the more eminent members of the
profession are to be found on the conservative side. As an illus
tration of this sentiment the following letter is of interest:
Editor, the Journal of Accountancy.
Sir: I was interested to observe in your editorial comments in the August
issue your approval of a suggestion that institutions giving courses of
instruction in accountancy should be encouraged to include in their curric
ula a study of the law of evidence. In your comment on a suggestion that
the board of examiners of the Institute should introduce questions which
would require a fair knowledge of the law of evidence, you reserved decision,
but surely those institutions which undertake to prepare candidates for the
examination are not likely to go beyond its probable scope.
In a recent bulletin of the bureau of public affairs of the Institute, I found
republished with warm approval an article by a banker in which he urged,
among other things, that accounting firms should qualify themselves to take
physical inventories.
Twenty-five or thirty years ago the value of the profession in the fields
admittedly its own was not too highly regarded, but it is an open question
whether the present tendency to encourage the profession constantly to
extend the scope of its activities is not fraught with more danger to it than
the disesteem of those days.
From the regular Bulletin of July 15th I learned that in the May exam
inations 456 candidates for either C. P. A. certificates or admission to the
Institute were examined, of whom only 87 passed; yet experience shows that
even those who pass such examinations cannot safely be assumed to be
well grounded in plain accounting and auditing.
I am led, therefore, to suggest that those interested in educational work
in or for the profession should, for the present at least, concentrate on the
fundamentals. Take, for instance, the suggestion which gives rise to this
letter. A general knowledge of the law of evidence is eminently desirable
for the accountant who aims to be a master of every branch of his profession
or who specializes in either tax work or expert testimony. For the average
accountant, however, is it not sufficient to know that there is such a thing
as the law of evidence and that he must secure information or advice re
garding it when he is called upon to present or assist in presenting cases
before judicial bodies? Most students would be well advised to devote
their efforts to perfecting their accounting and auditing equipment rather
than to the acquisition of a little knowledge of a branch of the law, mastery
of which can be achieved only by actual and extensive experience.
Respectfully,
George O. May

No one would raise serious objection
to Mr. May’s suggestion that before
proceeding further afield accountancy
should make sure of its present conquests. The instance which
he quotes from a bulletin issued by the bureau of public affairs is
most opportune. Written by one who should be in sympathy with
the aims of the profession, and calling in the main for the warm ap
proval of the bureau noted by Mr. May, it nevertheless furnishes
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an instance of the tendency, far too wide, to expect accountants
to do things for which they are not and should not be expected to
be equipped. The accountant worthy of the name has certain
territory in which he may be expected to exercise authority, but
the taking of physical inventories is no more a part of the work of
an accountant than the pouring of concrete is that of an architect.
The practitioner who undertakes to verify physical inventories
is like to find himself in serious difficulties, except, of course, in
small and unimportant cases. Probably ninety-five per cent. of
the profession would disagree with the view of the banker to
which our correspondent refers. The other five per cent. might
be inclined to acquiesce in the banker’s views but would certainly
feel a good deal of trepidation as to the possibility of accomplish
ment. Mr. May’s deductions from the results of examinations
must appeal to anyone who gives the matter consideration.
There is evidently something wrong when only 87 out of 456 can
didates succeed in passing an examination. There are, however,
reasons other than those which Mr. May suggests. The chief
cause of a great number of failures is not always the lack of a
knowledge of fundamentals in the profession but quite often it is
the encouragement given by accounting schools to induce young
men and women only partly prepared to try the examinations
in the hope that by some chance they may struggle through to
success.

If there were no such difficulty con
fronting the profession as that which is
raised by the rules of the United States
board of tax appeals we should entirely agree with our correspon
dent that the law of evidence was something with which the ac
countant need not concern himself. A knowledge that there was
such a law would be sufficient. But here is a condition which was
not expected nor was it anticipated. A great many members of
the profession are called upon to appear before a board which
insists that those who appear before it shall be proficient at least
to some extent in the fundamental principles of the law of evi
dence. It seems to us, therefore, that the accountant must either
attain such proficiency or employ qualified legal assistance. We
entirely agree with the undesirability of such an extension of
accounting scope and training, but we fail to see how it can be
avoided by those who wish to practise in person before the board.
192
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When we come to the question of ap
But What Is the
Line of Demarcation? plying the principle that accountants
should know something of the law of
evidence, we frankly admit a condition of embarrassment.
Another correspondent who has been considering the subject
writes as follows:
The writer found much of interest in the contributions by Mr. J. G.
Korner, Jr., and Mr. Harold Greeley in the July number of The Journal.
Your editorial comment on these papers was further enlightening. In both
of these papers some considerable stress is placed upon the importance of the
accountant being familiar with the law of evidence—especially does Mr.
Greeley emphasize this. He argues that the courses in the universities
should be increased to include “a thorough course in evidence”. Later,
he qualifies this somewhat in that it "cannot be technically complete but
must necessarily be confined to general principles”.
Being interested from the viewpoint of the accountant, it has come to me
since reading these papers that within the legal profession the law of evi
dence is considered one of the most indefinite, the most abstruse and per
plexing in legal practice. It is extremely all-inclusive, and surely there is
much within a thorough comprehension of its laws which I question
whether an accountant might ever be called upon to find useful or of ad
vantage. I believe it must follow that what is desirable for the accountant
is rather in the nature of elementary principles which appertain generally to
the law of evidence. I believe further that many of your readers should
welcome a hint as to how best this may be gained without entangling one’s
self in a mire of non-essentials—accountancy itself in its ever-broadening
aspects demanding its natural quota of time.

This correspondent has touched upon the most difficult question
involved. How much of the law of evidence must an accountant
know if he knows any at all? And how is he to separate that
which he should know from that which he should not? These are
questions which must be answered by the faculties of institutions
which instruct the young accountant, or they may be answered
as a result of years of experience before the board of tax appeals.
It is to be hoped that some other readers of The Journal will be
able to suggest a solution of these perplexing problems. Of
course the most obvious suggestion would be that the board of tax
appeals should proceed somewhat on the lines laid down by the
bureau of internal revenue and permit taxpayers or their repre
sentatives to appear for informal discussion of the questions at
issue. The explanation of the board’s attitude made by the
chairman of the board of tax appeals in the July issue of The
Journal is a strong and effective statement of the case, but there
is much to be said on the other side. The board is created and
administered for the relief of distressed taxpayers. To hedge
it about with formalities which are burdensome on many repre193
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sentatives seems to defeat one of the fundamental purposes of the
board’s existence.
These comments are not animated by
Jurisdiction of
Board of Tax Appeals any desire to obstruct the operations
of the board of tax appeals. The board
has done excellent work, and in view of the novelty of its position
and the many difficulties which it has met its accomplishments are
quite admirable. It is, however, charged with a duty which
makes it peculiarly exposed to adverse criticism, and it must be
confessed, in the friendliest spirit, that on one or two occasions, if
not oftener, the board has gone quite beyond its proper sphere.
Let us take, for example, the appeal of B. B. Todd, Inc., docket
No. 707, decided March 16, 1925. This was an appeal from the
determination of a deficiency in income and profits taxes for the
years 1918 to 1920, inclusive. The taxpayer filed a return for
each of the years upon a basis which it alleged to be an instalment
sales basis. Alleging that the report of an examining revenue
agent showed that the taxpayer had not kept its books on an
instalment basis the commissioner had refused to accept the con
clusion shown by such return or to accept amended returns
submitted by the taxpayer and had assessed the deficiency upon
a basis of accrued income. The taxpayer and the commissioner
of internal revenue were in agreement on the fact of a deficiency
yet the board in its decision finds that the question presented is
a double one: first, whether the taxpayer had kept such books and
records as would enable the taxpayer and the commissioner to
compute the taxpayer’s taxable income upon the basis laid down
in regulations, and if it had done so whether the board should
properly recognize such computation as one “made upon such basis
and in such manner as in the opinion of the commissioner does
clearly reflect the income”. The finding then proceeds: "This
brings a further inquiry whether the board may go behind the
determination of the commissioner as evidenced by article 42,
that the instalment-sales basis does clearly reflect the income if in
fact the board finds that such basis does not do so.” The board
discussed the question which was raised by itself and not by the
litigants. The public is not primarily concerned with the ques
tion of the board’s jurisdiction but rather with its practical opera
tion. It seems that it would be desirable in the interests of all
parties that the board should restrict itself rigidly to a considera
194
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tion of the points at issue in cases which come under its review.
The duty of the board is to decide questions raised by taxpayers,
and it does not seem that the time of the board should be occupied
in attempting to review every detail of the return of every taxpayer
coming before it or in discussing abstruse or even simple account
ing problems upon which there is no disagreement between the
parties. If a judicial body—and the board is at least quasi-judi
cial if not actually so—desires to express anopinion on matters not
strictly before it it would be equally effective to refer in an in
direct way to such matters. For example, the board might say,
“We must not be understood to approve the regulation as that
question is not at issue before us.” The board’s decisions are no
bar to litigation; they merely determine which of the parties,
if there is to be litigation, is to initiate it. When the board bases
its decision on views at variance with those of both parties it
practically calls upon them to litigate a point on which they are
agreed—surely not a very satisfactory procedure. The board
has done such useful work that we should be sorry to see its value
impaired by its undertaking burdens which it is not organized to
assume.
The announced determination of the
administration at Washington to rec
ommend further reduction in the rate
of income taxes has been seized by politicians and a few statesmen
as a pretext for efforts to bring about a reduction in excess of that
which the president and his cabinet are expected to suggest. The
notable economies effected under the administration of President
Coolidge are an earnest of a lessening of the tax burden whenever
it may be possible. In his spoken and written word the president
has repeatedly adduced the desirability of a lower rate of tax as
an argument in favor of more economical conduct of government
departments. Surely a regime so staunchly pledged to all reason
able reduction of taxation may be trusted to go to the limit of
wisdom in recommending revised rates. But it is one of the in
evitable consequences of beneficent action that a host of imitators
will immediately spring to its feet. In both houses of congress
there are many men who are quite ready and willing to introduce
measures for tax reform which they are convinced will exceed in
merit any measure which may bear the sanction of the White
House. Some of these announced reforms are made in all
195
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honesty; a few of them are made by competent authorities. The
public, however, will probably prefer to listen to the words of the
president of the United States or the secretary of the treasury.
Last year the plans devised by Mr. Mellon for tax reform were
hailed by the public as altogether sensible and much to be desired.
Congress in its demonstration of independence and proficiency
in financial affairs saw fit to make so many amendments that the
tax law when enacted bore only a slight resemblance to its original
draft. In other words the Mellon plan was thrown overboard.
Since that time the country has learned even more in regard to the
principles of taxation and economy, and the amount of support
which will be accorded to the secretary of the treasury this year
will be greater than before. It is to be hoped that in the multi
tude of prophets who will preach the new taxation there will not
be confusion which will prevent the enactment of what is really
wanted. Your average congressman, or, in fact, legislator of any
kind, is always terribly afraid that some one will accuse him of
following a leader. He follows his leader as a general thing with
out much deviation from party ways, but he is vociferous in his
protestation of originality and independence. That is the cause
of many of the proposals for tax reform which are tending to con
fuse, if they have not already confused the issue. The great point
now is to make sure that when the administration measure for
the reduction of taxation shall be introduced in congress nothing
shall interfere with a fair consideration of it and the enactment
of all that is desirable in it.
There is, however, a general question
which may with propriety be considered
by every citizen. It is a question upon
which there is little said and perhaps little thought. Probably
99 per cent. of the population of these United States will be in
favor of tax reduction—but there is always the hundredth man;
and although he is in a hopeless minority it is not improper to
accord him the courtesy of a hearing. It has been estimated that
by such a reduction of the rate of taxation as is indicated by the
surplus of the current year it will be possible to relieve substan
tially the business and other tax-paying public and still adhere to
the announced determination that the national debt shall be
wiped out in thirty years. In most ways that would be a con
summation devoutly to be wished; but, according to the hun196
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dredth man, there is another side of the picture. If it be possible
to remove the great burden of indebtedness which the war and
extravagance have placed upon our shoulders as a nation, would it
not be preferable that the burden should be removed promptly,
or at least as promptly as practicable? Nobody who thinks in
world terms can complain seriously at the rate of income taxation
inflicted by the federal government today. During the war, of
course, the rates were high, and immediately after the war some of
the taxes, principally the so-called excess-profits levy, were
inimical to the real progress of the country; but the rates now
in vogue are generally speaking a reasonable impost. There are,
of course, exceptional cases in which the rates are inequitable,
but taken as a whole the country is not over-taxed. The tax
ation is not equitably distributed and reform in that partic
ular is necessary, but there may be people who upon careful
second thought would prefer that there should be no further
reduction of taxes and that any excess revenues should be de
voted to curtailment of the outstanding principal sum. The old
argument that the war was fought not only for this generation
but for all posterity has great weight, and it does seem per
fectly fair that the generations yet unborn which will profit by the
result of the war should bear a share of the burden. That would
be sound gospel if it were quite certain that we should have no
further war; but when one turns his eye to the eastern portions of
Europe and the northern parts of Asia the prospects of peace do
not seem dazzling. When the great war began nearly all the
economists, particularly those of the lecture platform, were quite
sure that the fight could not last long because of the inability of
any nation to carry the financial load. All those wise prophecies
came to naught, and nation after nation carried on without
thought of cost or plan of redemption. No one today would dare
to set a limit to the financial capacity of any nation, great or small.
Others wars there will be, unless mankind changes suddenly and
miraculously, and when these wars come they will almost cer
tainly involve nations not directly concerned in the first causes of
hostility. Wars will be more expensive than ever before, and
the question then arises: How can they be financed if the burden
thus far borne has not been substantially lightened? In other
words, the sooner the financial obligations of every country can be
wiped out the better will be the standing of every country for
defense. As international matters are at present a nation more
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nearly solvent than its neighbors might be sorely tempted to
embark upon campaigns of acquisition which in a time of com
mon solvency would not be begun. All this is pure theory as such
discussion must always be, but there is in it enough food for
thought to justify some consideration of the desirability of carry
ing on at something like the present rate of taxation and reducing
the national debt as rapidly as it may consistently be reduced.
We have given these unpopular views expression at some length,
not with the idea of endorsement, but, as the lawyers say, without
prejudice.

The bulletin of the American Institute
of Accountants contains the text of three
new laws enacted in Illinois, having a
bearing upon the practice of accountancy in that state. One of
these laws is of far-reaching importance and has caused a good deal
of consternation among the practitioners who are affected by it.
The bill was introduced, passed both houses of the legislature and
was permitted to become law in the absence of the governor’s veto.
Members of the Institute in Illinois cooperated with the Illinois
Society of Certified Public Accountants in the effort to prevent
enactment of the undesirable bill, and since its enactment have
been considering ways and means to prevent its application. In
effect the law provides for substantial changes in the method of
administration. The university no longer has jurisdiction over
the board of examiners, and those who are successful in passing
the examinations are to have the right to describe themselves as
public accountants. Those who are now certified public ac
countants may still continue to call themselves by that title, but
if the new law remains in force, there will be no further accessions
to the ranks of certified public accountants in Illinois. This
seems to be simply another instance of the susceptibility of legisla
tion to political influence. Illinois has for many years been one
of the outstanding commonwealths in its regulation of the ac
counting profession. The examinations have been well governed
and for many years they were the same examinations as those of
fered by the American Institute to its applicants. The personnel
of the state board has included many of the leading accountants
of Chicago and other Illinois cities, who with the coöperation of
the university of the state have jealously safeguarded the ad
ministration of the law. Now for some reason unknown the bill
198
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to which we have referred has received the favorable considera
tion of the legislature and the governor has not seen fit to prevent
its enactment. Consequently we have a close corporation con
sisting of those who are now certified public accountants which, of
course, will diminish and pass out of existence with the effluxion of
time. A new designation is set up. The man who passes the
examination now is to be a public accountant, and in the course of
a few years, provided of course the law stands unchanged, public
accountants will gradually catch up with and pass certified public
accountants. The public will be expected to understand that
public accountant and certified public accountant mean the same
thing, with the exception of a date in the issuance of certificate.
The whole thing is ridiculous in the extreme and opposed to the
interests of the profession. It illustrates again the need for
eternal vigilance and emphasizes the regrettable but inevitable
liability to mutilation of all regulation under the influence of
politics. Such developments as those which have occurred in
Illinois were the prime reason for the insistence by the American
Institute of Accountants that those who were admitted to its
membership should satisfy requirements which could not be af
fected by the vicissitudes of politics. There are many states in
which unwise legislation or ill-informed administration might
reasonably be expected before Illinois. It is utterly discouraging
to find one of the foremost states of the union the first instrument
to tear down the structure which accountants have been building
throughout the states these past thirty years.
It is with a kind of unholy glee that we
Tax Experts Not All
have
received a circular letter written by
American
a British firm and addressed to British
taxpayers, offering to undertake the recovery of overpaid taxes.
We have so much of the contingent-fee tax-expert business in
this country that some of us have been inclined to think it a
purely American product. Now comes a letter from a concern in
London which describes itself as “income-tax consultants”. The
opening paragraphs describe repayment claims, rates of tax, etc.
and we then come to the following paragraphs which have a
most unfortunately familiar ring:
We shall be pleased to investigate your case free of charge, and on receiv
ing the enclosed form fully completed will advise you what repayment is
due. Our fee for carrying through your case is quite moderate, being 10%
of the amount of relief secured, and this charge may be more than covered
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by the additional repayment due to our expert knowledge of income-tax law
and practice. It will save time if you enclose all dividend counterfoils,
income-tax and life-assurance receipts with the enquiry form and sign both
authorities to enable us to prepare your claim and obtain duplicate dividend
counterfoils. The claim will be forwarded immediately for your signature,
and all correspondence will be treated as strictly confidential.
The complications of the British income-tax law deter many from making
claims, and this emphasizes the necessity for using the services of experts.
Both partners of this firm have had many years’ experience in all branches
of income-tax work in the inland-revenue department itself, more especially
in the examination of claims by persons living abroad, and we have numer
ous clients in all parts of the world. We can, therefore, assure you that the
maximum refund will be secured, and our knowledge of the requirements
of the department will save you much trouble and inconvenience.

The foregoing letter might almost have been written by one of a
dozen tax-expert organizations here except for one important dif
ference. The British concern will be content with a miserable
ten per cent. of the amount of refund or relief. No representative
practitioner in the contingent field in America would be satisfied
with so paltry a sum. We do things better here. The taxpayer
usually loses about fifty per cent. of his refund if he falls into the
clutches of some of our so-called “tax hounds’’.

A correspondent who is a buyer of books
has discovered in his library a volume
entitled Choosing the Right Career written by Edward D. Toland. The subject is peculiarly seductive.
It is a charming pastime to direct the young mind into the
channel in which it may most profitably navigate. There are
doubtless many fine thoughts in the book to which we refer; but
the editorial office of this magazine has a rather close interest in
all that relates to the practice of professional accounting, and
when we find an author expounding the functions and scope of
accountancy it is inevitable that the matter should receive care
ful consideration. Many accountants labor under the impression
that their profession is a matter of some moment in the world
of business. They have begun to think of it as really quite
significant. Consequently it is something of a shock to find the
entire subject airily dismissed in a chapter covering less than two
pages of large type widely spaced. Our quarrel, however, is not
with the extent of the chapter. It is quite long enough. Let us
quote it in full:

Accountancy
in Brief

The work of a public accountant consists of finding out the cost of con
ducting a business, analyzing' these costs, verifying the accounts of a
company, and quite frequently in installing an accounting system for a
company which has had insufficient or faulty accounting. Although this

200

Editorial
profession is not one in which an ambitious man would want to spend his
entire life, it is a very useful thing to know something about figures, and
it will give a young man a rather unusual first-hand view of business prin
ciples. If one can get the right kind of an auditing job for a few months,
the work can be used as a stepping-stone to something better. It also
teaches one how to read between the figures on a balance-sheet, which is
an important part of a man’s business education; that is, to judge correctly
the company’s condition from its published statements.
By analyzing the receipts and expenditures of numerous kinds of com
panies, one can get a very good idea of the general principles which underlie
success or failure. I know a young man who, during six weeks of his sum
mer vacation, got a job as assistant to an auditor, made an audit of a bank
rupt hotel, of a small construction company, and of a manufacturer of
rubber tires, who had got into difficulties. This young man is now in an
other business, is doing very well, and tells me that he considers the experi
ence invaluable. It showed him in a practical way the difference between
sound and unsound business.

This description of public accounting is recommended to all who
cherish a lingering fondness for the profession. It is recom
mended as an antidote to a too exalted opinion of what, it now ap
pears, is a very small affair. The young man who after six weeks
of a summer vacation developed into an auditor and made such a
success of it that he went into some other business is worthy at
least of honorable mention.
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